Purpose of the article The aim of the paper is to analyze the global economic imbalances and factors that contributed to their deterioration in developed and emerging countries, primarily in the United States and China. The article assesses the main inevitable factors of the global economic imbalances that have driven the recent evolution of current account balances. In addition, the paper describes the theoretical framework of global imbalances and the relevant fundamental theories for better understanding in theoretical aspect of international economics and finance. Furthermore, provides overview of the fundamental causes and drivers of global imbalances, namely current account. Methodology/methods In relation to the subject and purpose of this paper have been used the logical methods of examination which mainly include analysis, correlation and regression analysis, abstraction, synthesis, induction and deduction, the methods of descriptive and mathematical statistics, comparative and empirical methods and the selected forecasting methods (causal prognosis methods). Scientific aim The global imbalances are considered as the most disputable and well known of the global current economic problem, which possibly explain the causes of the global financial crisis. The global financial imbalances were quite massive even before the outbreak of the global financial crisis in 2008. Therefore, the main scientific goal of this paper to analyse what is behind the current account imbalances in both countries, e.i. the USA and China. Findings The persistent current account imbalances reflected the imbalances in the world investment and savings ratios. Whereas the U.S. national savings rate kept falling, the Chinese savings rate rose. Current account imbalances will keep on growing due to a problem of insufficient global saving. Conclusions (limits, implications etc)The size of global imbalances has become narrow compared to the prior crisis's level, but it did not vanish due to the implementation of global rebalancing process. Putting the current account imbalance to cooperation of all participating countries is strongly necessary. The policy response will need to involve many more countries, even G20 process, and coordinating this response will require considerable efforts of every party members.
Introduction
The global imbalances have been discussed by very many economists, researchers as well as policy makers. In 2003, the annual summit of IMF and WTO brought the new policies to tackle the risk of unwinding global imbalances. As far as the imbalances have become the top list of its agenda, the multilateral consultation process was later derived to be an outcome for major economies. The adjustment of global imbalances has been put in place, particularly for the United States and China, defying other economies to follow the same direction in order to strengthen and boost their economic growth. For example, a depreciation of US dollar and the shrinkage in domestic demand in USA was potentially drafted alongside restructuring scheme for the European Union (EU) and rising consumption in emerging economies and Middle East, but the appreciation and more flexible exchange rate might be the key solution for China to assist other states on addressing imbalances.
After 2007, countries with current deficit and surplus have been somewhat underlined as the areas of imbalances. The most well-known imbalance was pointed figure at the current account, with the developed countries led by the USA, Spain and the UK having moved heavily into deficit in recent years. On the another side to this was the substantial and still rising surplus being posted by the emerging markets, led by China but being strongly backed up by the oil producers in the Middle East and Russia, plus other large commodity producers. The global imbalances seem to be one of the main factor influencing sustainable growth of world demand and even more driving the global financial crises.
In the G20 communique at Pittsburgh cited by Gurria (2009) , he argued that in order to support the future growth and reduce the potential risk of next crisis, all economies should agree with the G-20 Framework for Strong, Sustainable, and Balanced Growth. It was described as the global leader vowed to ''promote more balanced current accounts''.
Literature overview
Besides the first issue like current account imbalances, the economists analyzed the second problem as the impact of savings and investment on current account imbalances and see how international capital movements are shaped by different propensity to save and invest in different countries. The volatility of the saving-investment gap, from deficit to surplus, has led to the wellknown hypothesis of ''the global saving glut'' (WEO IMF, 2005) because a large saving in emerging Asia is claimed to be a factor that accelerated the huge current account imbalances, although the United States potentially did finance it current account deficit too (Bernanke, 2005) . It is not simple just to exemplify a big picture as current account deficit solely without perceiving its structure.
Simultaneously, the origin of current account imbalances was also derived from a recent bounced back of investment and a decrease of national saving in the United States (Roubini and Setser, 2005) .Thus, it is impossible to avoid the fact that the core of global imbalances is associated with the current account, showing the difference between savings and investment. In saving case, the household and corporate savings, particularly in many emerging economies, has mounted for a couple of decades. The case of investment may be driven by policies and institutions that lead to stark cross country differences in the cost of doing business. Wade (2009) pointed out that the Post Bretton Woods international monetary system associated with the flexible exchange rates and free capital movements was not able to strengthen economic completely and push the foreign exchange rates to the right path (appreciation in deficit countries and depreciation in surplus countries).
While the United States trade deficit was rising against other countries, US investment inflow or outflow was referred to be a single factor that distinguished the capability of US investment from other nations. For instance, the major current account surplus countries in 2006 were China, Japan, Germany, Russia and Saudi Arabia. China's current account surplus were equivalent to more than Russia and Saudi Arabia 1 together in 2006 (Siebert, 2007 and Ferrucci and Cappiello, 2008) . Such investment in those years was taken into account of the fact that investment demand in the US has been claimed to be the hub of drawing many investors all around the world because of high performance in financial market, strong property right, and so on (Edwin, 2007) . Additionally, Lai (2007) also argued that ''the US current account deficit is determined factors beyond the US border and has very little to do with large budget deficit of the United Sates''. It is possible to highlight that the low level of US interest rates has been striving the capital inflow as it conversely impacted on the surplus countries and their saving-investment behaviour.
At that time, the global saving glut hypothesis was claimed to be the explanation that could rationally argue and complete the missing of conventional classical macroeconomic concept of trade deficit (Palley, 2011) . For better understand the global imbalances, the current account of both the USA and China should be analysed.
United States Current Account Deficit
Global imbalances seem to refer to the voluminous literatures in current account imbalances during this decade, and one of the theories has considered a large current account deficit in the United States. Between 1997 and 2005, the current account deficit increased from 1.7% to 6.1% of GDP as reported on the U.S. current account deficit to the U.S. Congress by The Congressional Budget Office (CBO). Averaged the US current account deficit at 2.69 % of GDP 2 from 1980 until 2012, recorded the peak at 0.20 Percent in December of 1981 and USD 803 billion in 2006 (or -6.1 Percent) (BEA, 2013 and CRS Report for Congress, 2010) . The situation has change quite considerably though current account deficit started shrinking in 2007 due to being financed differently.
The United States is the world's largest economy and the major military power and at the same time the world's largest debtor. In 2005 it absorbed at least 80% of the savings that the rest of the world did not invest at home (Roubini and Setser, 2005) . The U.S. current account reached the low of 6% GDP or USD 803.5 billion in (Elwel, 2010 . This trend has been a major deviation from the historical pattern, where world's largest economies tended to credit the rest of the world. The only region was the euro area, which ran modest current account surpluses between 2002 and 2006. However, these were wiped out by the oil price increases and the financial crisis, which began in 2007.
United States ran a current account deficit of USD 518 billion in 2003 and seemed to be a huge current account deficit of the country's economic superpower. It certainly has a major impact on the global economy, including the financial system and world trade. The crucial component of the current account deficit is dominated by US trade deficit such as amount of USD 4.97 billion in 2003 and would reach to USD 6.09 billion in 2004 (Roubini, 2005 and CBO, 2011) . Economists concurred that the major cause of the U.S. trade balance and the current account deficit during the years 2000 -2004 was the government's budget deficit. This led the overall US savings to decline.
When it comes to international trade, the U.S is globally the most important nation. One of the top three exporters of the world is proclaimed by US despite leading the world in imports for decades. Here is some main US exports; machinery and equipment, industrial supplies etc. Major trading partners are: Canada, European Union, Mexico, China and Japan. By trading across countries, the financial inflows and outflows are taking place. As a result of significant revisions to net financial inflows, the direction of change from 2007 to 2008 was reversed: in the revised statistics, net financial inflows increased, but in the previous statistics, they decreased (Graph 1).
The US running current account deficit for most years was revised down, but the revised statistics show nearly the same widening of the deficit through 2006, declines for 2007-2009, and a pickup for 2010 (Graph 1). Following a considerable reduction from 6% of GDP in 2006 to 2.25 % in 2009, the current account deficit has begun widening again slightly as the fiscal deficit, consumption and investment growth have risen. The current account deficit is likely to continue to increase somewhat as consumption and investment rise, but the increase should be attenuated by the fall in the value of the dollar and the overall balance should remain much improved from its prerecession levels (OECD, 2011).
The U.S. current account deficit is large because foreign investment in United States is large thanks to a strong economy and legal protection for investors. The U.S. trade deficit (goods and services deficit), it also reflects to size of the current account deficit relatively. At least, it can be explained by one of current account component is derived from the balance of trade (exports minus imports of goods and services).
The US trade gap represented in term of the goods and services deficit with amount of USD 540.4 billion in 2012 (3.4 % of GDP), compared to a current account deficit of USD 475 billion (BEA, U.S. Census Bureau, U.S. Department of Commerce 2012). Nevertheless, the U.S. government and its citizens don't adequately save to invest. Combined, the U.S. saved only 2% of its income last year. However, an amount equivalent to 8% of total U.S. income was invested last year (IMF WEO, Oct 2012). That means that foreigners invested an amount equivalent to the difference. Another way to look at it is that foreigners invested 3-times as much in the U.S. as domestic investors. In a way, this is a compliment to the strength and security of the American economy.
As far as it goes with the current account imbalances, the U.S. economy has been affected by the U.S. trade deficit with China for a while. The U.S. trade deficit with China makes U.S. itself no choice to race due to China's dumping price with its exports. China becomes the largest lender to U.S. Government due to holding a great number of U.S. Treasury notes. The latest data of U.S. debt to China was USD 1.26 trillion, 8.4 % of the U.S. government debt in January 2013 (U.S. Treasury, 2012) .
China aided U.S. by holding interest rates low through these treasuries that stimulated the U.S. housing boom until the Subprime mortgage crisis. Nevertheless, China will not do any unwise activity to harm its economy such as stop buying U.S. treasuries. It is later accompanied by rising of interest rates, making U.S. customers would buy less Chinese exports, and might encounter with the potential recession. However, the accelerating of U.S. current account (trade) deficit can become symptoms of a problem unless the proper economic policy will respond soon. Several U.S. companies seek the solution either lower their costs or go out of business. Low their cost can be considered as outsourcing, leading to U.S unemployment. During 1998-2010, not even other industries have shrank but also manufacturing fell to 34% 4 as measured by the number of jobs. Interestingly, author disagrees on these factors and thinks that major factors influencing on current account surplus should be opposite at least one factor like the appreciation of the exchange rate due to the percentage of appreciation of RMB from 2005.The growth of China's exports of goods and services decreased from a peak of 38.3% of GDP in 2007 to 27. 5% of GDP in 2012 (Morrison and Labonte, 2013) .
China has been struggling throughout the critical development as we can notice from a less intervention from Central bank as regards the appreciation of renminbi with 31.68 % from July 2005 5 and up to 0.25 % against USD by 2012 with average annual rate of 6.31 RMB . The recent small number of current account surplus in China can be interpreted as the less influx of foreign funds from the outside world, but represents net outflows of investment capital via a capital and financial account deficit. Simultaneously, its small percentage of surplus can facilitate the revaluation of renminbi.
As China has continued a slow recovery with all the efforts invested, somehow the "rebalanced" process has shown in the Chinese economic growth that will make it sustainable in the future. Similarly, the IMF forecasted that China's current account will start a firm upward trend to 7.2% of GDP by 2016 due to a decline in level of import growth in 2012 and its gradual recovery (IMF WEO, September 2011).
As have been discussed the current account deficit and surplus (current account imbalances) as a key explanation of global imbalances for a while, we want to highlight that Global imbalances have been calling for a huge attention before the financial crisis unwound. Current account deficit signifies countries tend to have their spending over producing. Then, deficit countries will have to rely more on overseas borrowing or selling its assets abroad in order to exploit its capital to run their economy and smooth their consumption for an individual. Positively, it current account will smooth their countries' investment in case of inconsistent saving but it has certainly its edge how to ease their investment. Nonetheless deficit country won't be able to escape from debt and bigger issues. Current account surplus is opposite of those deficits. Some economists believe that the surplus countries' export-led growth strategy has been used to generate and leverage among other deficit countries.
Current Account Surplus in China
In comparison to other Emerging market economies (EMEs), China was the least influenced by the Asian financial crisis. It is not a big surprise why EMEs have been accumulating the current account surpluses, especially in China. Huge the current account surplus in China was a result of a combination of the export-led growth and the fixed exchange regime.
Reviving to the past, most other economies took off with current account deficits through international saving in order to finance their chances of investment. Except that China has been resisting with its current account surplus for a couple of decades. To compare with another Asian economy, like Japan, China's surplus accounted for amount of USD 20.5 billion till 2000 but Japan's current account surplus ranked between 8 trillion and 18 trillion yen during 1991 -2005 (Yongding, 2008 (Yongding, , 2013 Marchetti and Juan et al., 2012) .
China's current account surplus was running quite smooth and stable for some periods as far as China taking one step further was to join the membership of the WTO in late 2001, thereby reflecting an expected growth. Since then, China's economy has grown essentially and some sectors, as technology industry or hard manufactures 6 , have been underscored its significance facilitating the shift of the supply chain of individual industry (Amiti and Freund, 2008) .
The accession of WTO gave China an attractive domestic investment climate for exportoriented production. Thanks to this improvement, the offshoring to China has been significantly relocated for the final assembling products among communication and technology industries (Anderson, 2008) . In 2003, China started showing its robust growth in current account surplus reaching the peak of 10.3 percent of GDP by 2007 (Graph 3). It is unavoidable to not mention a higher income surplus which also contributed to its mounting trade surplus in the past. Apart from above stated industries, the increase in exports resulted in a large trade surplus with various world regions.
After 2004 WEO IMF, 2008) . China was unaware of its unwinding external imbalances because the persistent current account surpluses surprisingly deteriorated its many trading partners by exporting capitals to advanced countries and later caused its unsustainable economic (Yongding, 2008 (Yongding, , 2013 . Due to the large volume of China's trade surplus, it is resulted the unsatisfactory for several developed countries a couple years ago. Recently the United States have launched a complaint to the World Trade Organization in the two cases (Office of the United States Trade Representative, 2007).
The first was the copyright infringement and the second was to ban the U.S. goods. In the sense of U.S products in the second case, we comprehended as media, entertainment, DVDs film and music video and books in which the contraband were produced. Simultaneously, China had restricted the copyrighted product of the United States to be sold in the Chinese market by reason of the claims about improper influence on the Chinese people. The current account surplus sharply mounted after 2004. With an increase in excess of savings and less investment, an acceleration of the rate of growth of exports, and less imports, it stressed directly many sectors of its economy (Graph 3).
According to Graph 3, China's best recognized global imbalance problem is its broad current account surplus conceivably. In 2000, China's current account surplus was only 1.7 percent of GDP. As explained above, the current account surplus had been gradually mounting till 2005, and then it started growing sharply because the revaluation of the RMB had been implemented in 2005 according to Chinese authority. Although the growth rate of net exports began to fall during the crisis, it did not pause for any source of economic growth led by net exports of goods and services. But some economists might argue that a large imbalance in China's favour has something to do with the latest financial crisis due to its contribution from the glut of liquidity in western financial markets (Geoff Dyer, 2009) . It comes to the sense why China runs a massive current account surplus. According to , the finding gave us some explanations via three outstanding hypotheses; 1) capital inflows disguised by Zhiwei (2009) ; 2) migration of surplus; and 3) impact of the exchangerate policy by Goldstein and Lardy (2009) . His finding underscored the hypothesis no.1 and 2 because both hypotheses are quite reasonable to explain the surge of surplus but the last hypotheses could barely argue the rapid mounting current account surplus and appreciating of Chinese currency in 2005-2008. In consequence of the global crisis and the revaluation of RMB, the share of the current account surplus in GDP moderated in 2008 and 2009. China's current account surplus then declined over and over from 9.4% of GDP in 2008 to 5.8% of GDP in 2009 (Batson, 2010), which had ironically happened to be the first outright decline with 35 % of GDP since 2001.
According to Economywatch webpage, it illustrates the figure of Current Account Balance in year 2009 presents the world's average current account balance value at -2.68 %, which ranked China at No. 26 of the world rankings. Asian emerging markets have also been affected by the global financial crisis because of their dependence on manufacturing exports. Somewhat, China had also been impacted in the sense of low shares of its exports (IMF WEO, 2009 ).
Regardless of the contraction of current account surplus in 2009, China's GDP growth insisted to soar thanks to the small ratio of its trade and policy measures. Chinese authority also announced the nation's stimulus plan with 4 trillion RMB (USD 586 billion) aiding at least imports between 2009 and 2010 in spite of collapsing on global demand. China's exports of goods and services reached surprisingly at 31 % of GDP in 2010, compared to 27 % of GDP in 2009 and 35 % of GDP in 2008 (World Bank, 2013 .It would require to address vigilantly whether this drop was permanent or temporary. China has followed an unusual development path, combining exceptionally rapid growth with large external surpluses. The continuation and robust growth of China need the switching of its demand and supply (Kanaga, 2010) . At least, it will help its economy solve imbalances in midterm growth.
As a result of global financial crisis, China's economic performance was absolutely impressive because its GDP growth was up to 10.5 %, compared to its disaster melting down on its exports only rated at 9.2 % of GDP in 2009(National Bureau of Statistics of China 2011d, 2011e). China's stimulus plan was quite effective to drive its economy, especially for industrial production, dominated other countries. Although China's current account surplus only reached at 4.01 % of GDP in 2010 due to adopting several reforms either from domestic or international, China could still perform better than other advanced countries that still had not recovered or found the way out of the recession such as the United States or Europe.
With the Chinese strong domestic demand in 2009 being given to the world, it became a source of growth and recovery for other developing and advanced countries (Kynge, 2011) . If we still recall the Chinese reform on its currency during mid-2000s, it will partially explain a lagged effect of the real effective appreciation of the renminbi pulling down China's current account surplus (Cline, 2010) . Further argument supports this idea is that China's imports grew from USD 75 billion in 2007 to USD 101 billion in 2010, an increase of 35%. The country's capital and financial account surplus also increased from USD 109.1 billion in 2009 to 165.6 billion in 2010, an increase of 51 % (SAFE, 2011) .
In 2011, current account balance for China was further down to one third from a year earlier to USD 201.72 billion (2.76 % of GDP) according to State Administration of Foreign Exchange (2012). Current account balance in 2011 was less than it was in 2009 and 2010. This implies there is a key change occurred here in the balance of payment which was dominated by income credit not trade balance. Because of such change, China's balance of payments has become sensitive to corporate profits overseas (Gulf Oil and Gas E-Marketplace, 2011). China's exports of goods and services narrowed to 29 % of GDP in 2011, in which the surplus contracted to about 2 % of GDP, nearly to decade low level, compared to 2010. China's exports were crimped with above mentioned percentage, which can be explained by the result of the investment heavy domestic stimulus. This stimulus swiftly generated among commodity imports and recession to other regions (Orlik, 2012) . However, few investigations were focus on how intensive countries have been affected by such a stimulus.
In the same year, China's authority introduced 12th Five-Year Plan (5YP), whose target is to boost consumer spending up to 50 % by 2015, thus promoting a rebalancing of the economy. Besides that the current account surplus had been contracting from 2007 to 2011, one biggest source contributing to its downturn was pointed figure at the appreciation of its exchange rate potentially rather than the oil price.
Basically, the rapid development of central and western China and rigidity in commodity market reflect the high domestic demand growth in order to sustain the high growth of imports, which can lately affect the level of current account surplus. Furthermore, it was a consequence from a deliberate policy of monetary tightening in 2011 that held back its growth. The point was to face the long-term stabilization hence it might have to deal with growing inflation, dampening credit growth or a revaluation of renminbi initially. Despite the shrinking of its current account surplus, China still launched an impressive GDP growth at a rate 9.2 % in comparison to U.S. economic growth only accounted for 1.8 % of GDP.
Given the structural reforms and the pace to stabilization, China's GDP growth remained subdued at by 7.8% for 2012 with its current account surplus contracted to 2.31 % of GDP (or USD 190.68 bil.) , which is the lowest in eight years and 1.7% less than the 2010 figure. The current account surplus has been shrinking against domestic demand gathering renewed momentum. According to Dorrucci and his colleagues (2013), they described the most important factors as strong commodity demand and the deterioration in the terms of trade that help contracting China's current account surplus. The report also added another two minor factors helping a decline in surplus such as the appreciation of the exchange rate and the cyclical movement in external demand.
Interestingly, author disagrees on these factors and thinks that major factors influencing on current account surplus should be opposite at least one factor like the appreciation of the exchange rate due to the percentage of appreciation of RMB from 2005.The growth of China's exports of goods and services decreased from a peak of 38.3% of GDP in 2007 to 27.5% of GDP in 2012 (Morrison and Labonte, 2013) . China has been struggling throughout the critical development as we can notice from a less intervention from Central bank as regards the appreciation of renminbi with 31.68 % from July 2005 7 and up to 0.25 % against USD by 2012 with average annual rate of 6.31 RMB . The recent small number of current account surplus in China can be interpreted as the less influx of foreign funds from the outside world, but represents net outflows of investment capital via a capital and financial account deficit. Simultaneously, its small percentage of surplus can facilitate the revaluation of renminbi. As China has continued a slow recovery with all the efforts invested, somehow the "rebalanced" process has shown in the Chinese economic growth that will make it sustainable in the future. Similarly, the IMF forecasted that China's current account will start a firm upward trend to 7.2% of GDP by 2016 due to a decline in level of import growth in 2012 and its gradual recovery (IMF WEO, September 2011).
The current account deficit and surplus (current account imbalances) are the key for explanation of global imbalances for a while, however it is necessary to highlight that global imbalances have been calling for a huge attention before the financial crisis unwound. Current account deficit signifies countries tend to have their spending over producing. Then, deficit countries will have to rely more on overseas borrowing or selling its assets abroad in order to exploit its capital to run their economy and smooth their consumption for an individual.
Positively, it current account will smooth their countries' investment in case of inconsistent saving but it has certainly its edge how to ease their investment. Nonetheless deficit country won't be able to escape from debt and bigger issues. Current account surplus is opposite of those deficits. Some economists believe that the surplus countries' export-led growth strategy has been used to generate and leverage among other deficit countries. Current account surplus does not only indicate a sense of producing or saving over spending (investment) but it also shows that countries export more than import, thereby becoming a ''lender'' to the world. Looking at the Graph 8 measured as the percentage of world GDP, current account surplus presents with the bars on the top above the horizontal axis (center line) such as China, Euro area, Germany, Japan and the oil-exporting countries. Current-account surpluses among these countries were persistently large until 2008 and they currently decline owing to a slump in exports and rebalancing process. Under the horizontal axis, you can see the current account deficits are running quite large leading by countries such as United States, euro area excluding Germany (Spain and Italy), the UK and Rest of the world. If we revisit to the past of current account imbalances such as till 2008, the bar was tremendously soaring either deficit or surplus and they accounted almost 6% of world GDP (Cecchetti, 2011 ). It appears likely that the adjustment of imbalances has been implemented.
To this point we have to mention some quantitative data (IMF WEO, UNCTAD, OECD, 2013), the current account deficit of the United States reached at USD 475 bil. (3.1 per cent of GDP) in 2012, compared to the highest amount of USD 800 bil. (6 % of GDP) in 2006. Besides, the weakness in global demand has been taken place, the United States remained stable broadly regardless of the sluggish trade in both export and import demand in 2012. The surplus countries have also shrunk in several degrees due to a slowdown in global GDP such as in China, Germany, Japan and the oil-exporting countries.
Current account surplus in China declined to USD 191 bil. (2.31 per cent of GDP) in 2012 in comparison to the highest spot at 10 % of GDP in 2007. China's low performance in export growth had influenced on its current account balances accompanied by capital formation (volatile stock building) and decelerating of domestic demand.
In Japan, current account surplus could not rival with its peak at 4.87 % of GDP in 2005. It was able to reach only 1.59 % of GDP in 2012 because it suddenly encountered with lagging export sector, increasing energy imports, as well as tensions with China and the deceleration of the world economy. For Germany, current account surplus was recorded at 7 % of GDP in 2012 even though Germany had to deal with economic decelerating throughout 2012 and subdued activity in the euro area. By growing uncertainty among German enterprises, they have been importing goods to boost domestic investment, thereby referring as one key reason for a weakness in German import (Bundesbank and Marsh, 2013) . Growing importance of structural factors has thrived on its economy recently.
In euro area, the economy slightly picked up from last year. This reflects entire current account balance swapping place from deficit to surplus with a rate at 1.8 % of GDP in 2012 thanks to fiscal austerity and structural adjustment. Under any circumstances, the lingering weakness could potentially deliver the consequence to global economy. For oil-exporting countries, economic performances have remained healthy rate but have driven into ongoing political transitions will cost its growth and sustainability in the future. As a result, the surpluses in oil-exporting countries showed quite reasonable rate at 20 per cent of GDP in 2012. However, we can observe now the ongoing current account imbalances among major economies.
Risks normally come along with these imbalances, so countries have to be prudent with the risks of disorderly adjustment. This is because the consequence of a sudden reverse funding the current account deficit can potentially affect global ramification via broad exchange rate movement. In addition, countries may struggle to efficiently take in the capital inflows financing the deficits.
Conclusion
Current account imbalances conceivably generate the global imbalances. The current account imbalances are the result of persistent international differences in trade positions. These imbalances have been underscored by vast current account deficit and surplus in USA and China.
Current account deficit in the United States has not shown any dominant sign of changes regardless of an increasing non-oil deficit and a favourable domestic supply development, but almost constant recently. The US deficit size is quite large because foreign investment in the United States is large thanks to a strong economy. The US current account deficit was averaged at 4.31 % of GDP during 2000-2012. It measured an unprecedented amount of 3.11% of GDP in 2012. The United States runs current account deficit if they expect to earn the higher future incomes by borrowing or investing primarily. Simultaneously, the US must be prudent with its high government debt owing to China before it will lead to any default. The consequence of the US current account deficit can start with the excess reliance on other finances, which subsequently affects the currency fluctuation, and can bring out an aggressive trade policy. In the worst-case scenario, such deficits could direct to another recession.
On the other hand, China's current account surplus has been mounting massively after joining the WTO in 2001. The current account imbalances were potentially derived from China's export-led growth strategy, high accumulation of foreign reserves based on a self-insurance motive, including the renminbi undervaluation. The rise in exports resulted in a large trade surplus with various world regions. Since then, the surplus had reached its peak at 10.8 % of GDP in 2007, thereby explaining a massive increase of China's foreign exchange reserves. China's current account surplus still remained steady at 2.31 % of GDP in 2012 and a huge surplus of USD 850 billion. However, nobody can blame only China for it size of current account surplus. This is because the surpluses of oil exporters, a bigger of major regions, mainly contribute also to the global imbalances. One of the main arguments against huge current account surplus in China is that country can be jeopardized by world economic shock if solely depending on the country's exports. If there is a shortfall in demand, domestic buyers might barely adjust its capability to such a situation.
As a result, current account balances provide us with helpful information on the state of the economy. The link between the financial crisis and these global imbalances is also complex but in order to better characterize these issues, it is undoubtedly to point out that the current account balances has been taken the vital role of measuring the extent of global imbalances.
